Editor's Preface
One of the most important aspects of globalization is the intensification of international capital flows. The rapid development of information technology and decreasing transaction costs created an international environment characterized by an increasing volatility of financial transactions. For developing countries, which are in urgent need of external financing, capital volatility poses problems, as the probability of financial crisis rises. It has been shown that Foreign Direct Investment is a less volatile source of external financing. Therefore, the attraction of Foreign Direct Investment is a viable option for developing countries that want to ensure external capital flows . Moreover, this kind of financing is connected with the transfer of technology, with an improved acces to foreign markets and (possibly) with positive external effects on the domestic economy. Foreign Direct Investment decisions, in turn , depend to a large extent on the decisions of multinational enterprises. Besides other factors political risks like expropriation, political instabilities, riots and so on influence these decisions to a large degree.
This volume empirically analyzes the impact of political risk on Foreign Direct
Investment flows to Latin America . Additional evidence is given by an in-depth case study on Mexico. As a theoretical basis the author presents a macroeconomic model with microecomic foundations that explains the reaction of investors to the emergence of political risk. Furthermore, the book offers a theoretical foundation and classification of political risk factors. The empirical analysis shows that governance is the most important political risk while catastrophic risk factors as the risk of turmoil are of lesser importance. These results highlight the importance of good governance in developing countries which are eager to actively participate in the process of globalization . The author shows that political institutions "matter" for economic outcomes and highlights the importance of institutional reform to further strenghten the attractiveness of Latin America for foreign investors. With these theoretical and empirical results, Dr. Stosberg provides a valuable contribution to the literature on political risks of Latin America . 
